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errors uceurring in this sale.
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In

COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20348

B-180935

The Honorable Henry M. Jackson
United States Senate

DPear Zenator Jackson:

This is our report on the 1973 sale of Alaska Railroad
scrap iron to.a foreign buyer., ®o made this review pursuant

to your Marcn 21, 1974, regues: which resulted from an un-
successful bidder's concern over the propriety of the sale.

In accordance with instructions from vour office, we
provided a draft of this report to, and obtained official
comments from, the General Services Administration and the
Departments of Commerce and Transportation. In our draft
report we proposed¢ that certain procedural changes be made
by two of these agencies in connection with future sales.
In commenting on the draft repor*, the involved agencies
indicated that our proposals had been adopted. Therefore,
the report contains no recommendations., Copies of the
agencies' comments are in the report.

Sincerely vours,

Comptroller General
of the United States
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COMPTROLLER GENERAL*S IMPROPRIETIES IN THE SALE
REPORT TO THE HONORABLE OF ALASKA RAILROAD

HENRY M. JACKSON SURPLUS SCRAP METaL

UNITED STATES SENATE Departments of Transportation

and Commerce
Gennral Services Administration

At Senator Jackson's regquest, GAO examined the a
| 1973 sale of 14,000 metric tons of Alaska Rail- !
road surplus scrap metal by the General Serv- )
ices Administration. This request was based on /7
an unsuccessfvl bidder's concern over the pro-
priety of the sale.

?..a

On July 2, 1973, the Administration offered for
sale approximately 14,000 metric tons of surnlus
scrap metal under five alternative bidding
methods, with different combinations of either
the Railroad or the purchaser paying for pre-
paring and shipping the scrap.

On September 20, 1273, the Administration
awarded the contract to Nan Kwang Steel & Iron
Company, Ltd., under a bid alternative requir-
ing the Railroad to prepare the scrap and ship
it to a foreign destination. Before the award
the Railroad had obtained an export license
under a hardship exception to the July 2,
1873, Office of Export Administration restric-
tion on foreign scrap sales in excess of 500
tons.

o
L8

Lo

In May 1974 about 9,700 of the 14,000 metric
tons were shipped to South Korea. 1In August
1374 shipment of the remaining 4,300 metric
tcne to Nan Kwang was blocked when the 0Office
of Export Administration denied the Railroad's e
request for an export license coverirg this

material. The Railrocad then requested GSA to

solicit new bids on. the undelivered scrap

metal and it was sold domestically in March

1975,

)

-

GAQO's review of the solicitation and evalua-
tion of bids and the award of the sales con-
tract to Nan Kwang showed the following
major improprieties:

3
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~-The invitation for bids was defective
because it did not regqguire the bidders
under two of the alternatives to agpecify
the destination to which the Railroad
was to ship the scrap metal., The Ad-
ministration krew the invitation was
defective before it was issued but
failed to correct it. (See p. 3.)

--The shipping, preparation, and insurance
cost estimates used in evaluating the bids,
under the different alternatives were not
realistic. (See p. 7.)

although GAC was unable to determine the
precise cost estimates that should have been
us2d in the Railroad's bid evaluation, on
the basis of (1) ship brokers' estimates of
what reasonable shipping costs would have
been in 1973 and (2} the Railroad's March
1973 cost estimates for preparing the scrap
with ics own personnel, Nan Kwang was ap-
par=nt.y not the true high bidder. (See

p. 12.)

GAO also found that:

-~The Administration relied on the Railroad
to analyze the bids and did not verify the
question ible cost estimates used by the
Railroad. {(See p. 12.)

--The Railroad's initial request for a
license to export iron and steel scrap on
a hardship basis was incomplete and mis-
leadina. The Office of Export Adminis-
tration relied upon these misleading
statements in granting the license. (See
pp. 19 and 22.)

~~The Railroad reported that expenses on this
sale exceed>d revenue realized as of
August 1, 1974, by $20,000. BHowever, about
$95,000 of the expenses already inc.orred
were attributable to the undelivered scrap
metel, {(See p. 24.)

GAQ believes that the individuals involved in
this sale erercised less than prudent judg-
ment and insppropriately relied on assertions
of other par*ies, (See p. 14)
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The Administration has agreed with GAO's
proposal that in the future the Administrator
of General Services, when handling sales of
surplus property for other agencies, should:

--Stress the need for a thorough review for
legal completeness of invitations for bids
prepared by other agencies before issuing
the invitations.

~-Require firm written estimates for any cost
factors used in the bid evaluation.

~-Require Administration regional offices to
independently verify the accuracy of any bid
evaluation prepared by another agency when
there is reason to believe that inaccurate
cost estimates were used in the evaluation.
(See p. 14.)

The Department of Commerce has agreed with
GAQ's proposal that, in cases involving large
guantities of material, the Secretary of Com-
merce should require the Director of the 0f-
fice of Export Adminisc.tation to reguest
documentary support for =a:nd attempt to verify
maior statements of fact contained in re-
guests for export licenses. (See p. 22.)
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CHAPTER 1

INTRODUCTION

The Alaska Railroad (ARR) is a Government owned and
operated bureau of the Department of Transportation's Federal
Railroad Administration, Itc principal track extends about
500 miles from Seward to Fairbanks, Alaska.

ARR 1s financed through a revolving rund. Operating
expenses, track and equipment maintenance, and capital im-
nrovements are to be paid frecm railroad revenue. However,
at various times in its history, ARR has received congres-
sional appropriations for operating expenses, capital re-
placements, and earthquake recovery costs.

The Secretary of Transportation has ruled that ARR,
as part of the Department of Transportation, is subject to
the reouirements of the Federal Property Management Regula-
tions and Federal Procurement Aegulations. The Federal
bLoperty Management Regqulations require the sal: of surplus
property to be conducted through the General Se :vices Admin-
istration (GSA).

At various times in 1972 and 1973, GSA offered for sale
scrap metal that had heen accumulated by ARR but awarded no
contraces because no acceptable bids were feceived. To ob-
tain higher bids, *he Chief Counsel of ARR formally requested
GSA on June 25, 1573, to offer for sale as scrap approximately
11 locomotives, 430 railroad cars, and 2,000 tons of other
miscellaneous scrap, under five alternative methods for bid-
ding, with combinations of either ARR or the purchaser paying
for preparing the scrap and shipping it to the destination
specified by the purchaser.

The invitation for bids (IFBR) for this estimated 13,000
to 14,000 metric tons of scrap was sent out to potential
n~1dders by the GSA Anchorage sales office on July 2, 1973,
Twenty-three bids vere received from 10 firms that bid on
1 or mcre of the 5 options; the bids were opened in Anchorage
on Julv 25, 1973.

On August 14, 1973, the ARR Chief Counsel sent to GSA's
region 10 an analysis of the bids which showed that the high
bidder was Nan Kwang Steel & iron Co., Ltd., of Taiwan. The
Nan Kwang bid of $93.30 per metric ton four the scrap metal
required that ARR prepare the scrap metal and ship it to
Tawwan. On the basis of the ARR bid analysis, this bid woulgd
produce a net return of $51.01 per metric ton after prepara-
tion and shipping.

i
z
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GSA subsequently accepted this bid analysis. Hewever,
before the contract could be awarded to Nan Kwang, ARR had
to obtain a license from the Depa:tment of Commerce's Qffice
of Export Administration to export the scrap on a hardship
basis, since on July 2, 1973, a restriction had been placed
on all overseas scrap shipments in excess of 500 tons. After
ARR obtained the export license, GSA awarded the sale to Nan
Kwang on September 20, 1973.

ERR had trouble obtaining a ship to transport the scrap
to Taiwan because of the shortage cof ships due to the 197! U.S.
wheat sales to Russia and China and the subsequent fuel saort-
age. However, on January 22, 1974, ARR was able to charter a
vessel for $560,000. The ARR bid analysis included $200,000
a3 the estimated cost of chartering a ship.

In view of the higher-than-expected shipping costs, ARR
contacted nNan Kwang, and on February 8, 1974, Nan Kwang agreed
to revise its bid offer to $111.30 per metric ton to help off~
set the higher shipping costs to expedite shipment. This was
an increase of $18 per metric ton, or $252,000 for 14,000 tons
of scrap. :

The chartered vessel arrived in Seward on March 30,
1974, and stevedores began loading the scrap. During
the loading, various disputes arose between the ship's master

and ARR concerning the nature of the cargu and the methods being

used to load 1t. At one point loading was stopped for 7 days
because of a dicpute over whether the size and weight of the
scrap being loaded violated the charter agreement and was
causing damage to the ship.

The loading was completed on April 2%, 1974, and the
vessel gsailed for South Korea instead of Taiwan at the request
of the purchasers. This change of destination was approved
by the Office of Export Administration after the ship left
Seward. The vessel carried 9,686 metric tcns of the scrap.
Approximately 4,300 metric tons were left in Seward because
the vessel lacked space to carry it.

On July 12, 1974, ARR applied for an export license to
deliver the remaining scrap to Han Kwang; however, on July 18,
1974, the Office of Export Administration denied the appliza-
tion. ARR officials said they had requested GSA to solicit
new bids on the remaining scrap metal.
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CHAPTER 2

Our review of the solicitaticn and evaluation of bids
and the award of the sales contract to Nan Kwang revealed the
follewing major improprieties:

-~The IFB was defective because it did not expressly
require the bidders under two of the altecnatives
to specify the destination to which ARR was to ship
the scrap metal. GSA knew of this defect before the
IFB was issued but failed to correct it.

-+ GSA should not have reqguested bidders to provide
destination points after bid opening.

--Ak2's shipping, preparation, and insurance cost esti-~
matuvs used to evaluate the bids under the diffcrent
alternatives were not realistic.

--G3A relied on ARR to evaluate t“he bids ana did not
verify the cost estimates used.

Although we were unable to detc¢rmine thie precise cost
e3timates that should have been used in the bid evaluation,
Nan Kwang was apparently not the high bidder.

BID INVITATION DID NOT EXPRESSLY REQUIRE

SPECIFICATION _OF DESTINA TION POINTS

The I¥2 (10(A)-DPS-74-5) for the sale of approximately
13,000 to 14,000 metric tons of railvoad rolling stock (scrap
metal) was issued by GSA on July 2, 1973. The scrap metal of-
fered for sale consisted of about 11 locomoiives, 430 railroacg
cars; and 2,000 tons of miscellaneous scrap. The IFB provided
for the following five alternative methods of hidding.

1. F.O.B. (free on board) ARR cars, Seward Dock,
Seward, Alaska. Purchaser to cut and prepare
scrap if railroad cars are to be scrapped by
purchaser.

2. F.0.B. ARR cars, Seward Dock, Seward, Alaska. ARR
to prepare scrap if the cars or other scrap are
to be prepared, Scrap will be prepared in lifts
not to exceed 20 lons.

3, As is Seward or Whittier, Alaska.

Fl 0
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4, C.I.F. {cost, insurance, freight) port of
denstination but not to include ship's demurrage
at destination., 3crap to be prepared by ARR in
lifts not to exceed 20 tons and in a form allow-
ing compact loading aboard ship.

5. C.I.I. destination, but not to include ship's
demurrage at destination. Purchaser to prepare
the scrap in lifts not to exceed 20 tons and in a
form allowing compact loading aboard ship.

Under F.(.B. alternatives, the purchaser would pay all
transpor:aticn costs from the Seward Dock; under C.I.F.
alternatives, ARE would pay all transportation costs to the
destination specified by the purchaser. Therefore, designa-
tion of bidders' destination points under C.I.F. alternatives
was essential for a proper evaluation of all bids, since this
information was necessary to determine the transportation -
costs to be incurr=2d by the Government.

To be ceonsidered for award, a bid must comply in all
material respects to the terms and conditions of the IFB
(that is, be responsive to the invitation). Thus, to insure
full anc freec competition, ag required by Federal regulations,
it is fundamental that IFBs must be complete as to all essen-
tial reguirements and svecily precisely what bidders are re-
guired to submit to be deemed responsive.

The IP8 did not expressly require bidders to designate
the point or port of destination if they submitted bids under
C.I.F. alternatives, Therefore, in our opinion, the IFB
was defective, Bidders should not have to speculate at the
risk ¢f being held nonresponsive a3 to what the invitation
requires them to submit; what may be cbvious to rne bidder
may be confusing to another.

Officials of ARR and GSA admitted that this was an
oversight on their part and that the destination points
should have been requested in the IFB.

GSA developed the special terms in the IFB to meet the
specifications of ARR officials. The IFB was reviewed by
GSA region 10 officials, including legal counsel, before
being forwardea on July 2, 1973, to the GSA Anchorage sales
office for issguance.

The GSA regional counsel, in reviewing the IFB before

it was issued, recognized the problem created by the lack
of a requirewent that bids under alternatives 4 =»nd 5 should

4 :
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designate destination points but did not correct it. He
said he believed that {{ bldders had protested the IFB be-
fore the bid opening, the [B would have been amended.

GSA headquarters officlials involved in the sale said they
relied on their regional oliicials to properly conduct such
sales.

We question the GSA reglional counsel's allowing the IFB
to be issued, knowing that it was defective. The adaitiocn
of a reqguirement in the IFBE prior to its issuance for the
designation of destination points under alternatives 4 and
5 would have been a comparatively simple task. In contrast,
the issuance of a formal amendment after the IFB's issuance
but before bid opening would have required a great deal more
time and expense. Ilederal requlations require that an IFB
amendment be sent to cach concern to which the IFB had been
furnished and that 1t contain appropriate information to
correct the IFB and instructions to bidders for acknowledging
receipt of the amendment., Further, the bidders must be given
a reasonable opportunity to review the amended IFB and ad-
just theii bids, if necesnsary.

GSA_REQUESTED ESSENTIAL DESTINATION

POINTS APTER BID OPERIHNG ™

Twenty-~three bids wore aubmitted by 10 firms that bid on
1 of more of the 5 optionu. (Sece app. I.) However, opening
of the bids on July 25, 1973, showed that four of the six
bidders on alternatives 4 and 5 did not specify the destina-
tion to which ARR would be required to ship the scrap metal
because they were not specifically required to do so in the
IFB.

According to the reqglonal counsel, the chief of the
regionai sales branch discussed with him the idea of call-
ing the bidders who did not indicate destinations on their
C.I.F. bids to obtain that information., He said that he
did not question the propriety of the branch chief's ac-
tion. GSA, therefore, asked those bidders who did not in-
dicate a destination to do s0. Two bidders, American Asian
Imports and R. A. Davenny ‘& Associates, told GSA their de-
stinations; the other two, United Steel & Metals Corporation
and Dulien Steel, Inc., did not,

Because a destination was not specified, GSA tentatively
ruled that these two bids were nonresponsive. On July 27,
1973, it told these bidders that their bids would not be
considered unless this information was furnished by August 1.

L
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On July 31, 1973, these bidders told GSA that they
would not furnish their peort of destination. United Steel &
Metals stated:

"We cannot give you the specific information that
you have reguested in your letter and we positively
protest your statement that our bid will not be
considered unless this information is given to you.
Our bid was totally responsive to the bid call in
every resgpect. It was not reguested on the hid
call that a Port of Destination be given, and
therefore, we declare that your attitude of not
considering our bid is completely arbitrary ard,

if our bid is not considered, we positively pro-
test award to anyone and demand that a new call

for bids be made."

United Steel & Metals never provided 3SA with its
intended port of destination. GSA did not, however,
reject any of the bids which did not list destinations.
Instead, all bids were evaluated ard United Steel & Metals
was designated as the high bidder under alternative 5 on
the basis that the transportation cost to whatever desti-
nation it might have chosen would not have varied greatly
from the cost of shipping to Taiwan, Nan Kwang's indicated
destination,

We question GSA's actions in reguesting four bidders
to submit their intended destination points after bid
opening. T¢ allow bidders to submit essential bid infor-
mation after a bid opening is not permissible. To do so
could give them an unfair competitive advantage by per-
mitting them to determine, after observing the bids of
their competitors, whether to submit the necessary informa-
tion and possibly qualify for award or vo refrain from
submitting it and assure rejection of their bids.

GSA either believed that the IFB required specification
of destinations for alternatives 4 and 5, or it diéd not.
Several GSA officials told us tney believed any reasonable
bidder should have known that a destination was required,
Conversely, the fact that GSA gave bidders the opportunity
to provide destinations after bid opening indicates that it
nay hLave doubted that the IFB required destinations,

As said earlier, the IFB did not expressly reguire
destinations. However, if GSA believed that the IFB reguired’
destinations, to be consistent with that belief it should



BEST DOCUMENT T AVAILABLE

have rejected the four bids which did not indicate destina-
tions {(a bid which does not conform tn the material require-
ments of an IFB must be tejected as nonresponsive). If it
was not convinced that the IFB required destinations, it
should have canceled the IFB and readvertised the sale,

when four bidders failed to submit destinations. 1In either
case, GSA should not have requested bidders to submit essen-
tial bid information after the bid opening.

DEFECTIVE COST ESTIMATES

USED IN BID EVALUATION

On August 14, 1973, ARR determined the following high
bidders on each alternative.

Alternative:
l--Alaska Orient Trading Co., at $27.77 per
metric ton,

2~-~-Joseph Simon & Sons, Inc., at $36.28 per
metric ton.

3--United Steel & Metals Corp., at §3.79% per
metric ton. '

4~~-Nan Kwvang Steel & Iron Co., Ltd., at
$93.30 per metric ton.

5--United Steel & Motals Corp., at $67.79 per
metric ton,

Since ARR was required under alternatives 2, 4, and 5 to
pay for certain costs incident to the sale, ARR used the
following estimated costs to evaluate the high bid under
each alternative.

--Preparation--$12.00 per metric ton
~-Stevedoring--%1%.00 per metric ton
~=Shipping~-~5$14.29 per metric ton
~-Insurance-~$1,00 pet metric ton

The schedule below portrays the ARR bid analysis using the
estimated costs.

-3
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e __ Alternatives
1 P 3 1 5
FIOOB. FIOCB'
Seward, Seward, C.I.F., C.I.F.,
purchaser ARR ARR purchaser

prepare  prepare As is prepate prepare

High bidg:
Alaska Orient
Trading Co. $27.77
Joseph Simon &
Sons, Inc. $36.28
United Steel & )
Metals Corp. $3.79
Nan Kwang Steel
& Iron Co.,
Ltd. $93.30
United Steel &
Metals Corp. $67.79
Iass costs to '
be paild by ARR:

Shipping - - - 14,29 14,29
Preparation - 12.00 - 12.00 -
Stevedering - - - 15,00 15.00
Insurance -~ - - 1.00 1.00

Total - 12.00 - 42.29 30.49

Bids on com=~

parable basis $27.77 $24.28  $3.7%9 $51.01 $37.50

ARR determined on the basis of this type of analysis
that Nan Kwang was the high bidder. GSA ancented the ARR
analysis and awarded the contract to Nan Kwang on Septem-
ber 20, 1973,

Since the cost factors used in {he ARR bid evaluation had
a considerable effect on the bid prices submitted under alter-
natives 2, 4, and 5 but no effect on those offered under
alternatives 1 and 3, it was essential for ARR to estimate
as accurately as possible the costs to prepare, stevedore,
ship, and insure the scrap metal. Prior GAQ decisions have
established that evaluation factors should be as clear and
precise as possible. Uncertain or speculative factors may
not be used for evaluating bids,

ARR had no written documentation to support the
stevedoring, shipping, and insurance cost estimates used
in its evaluation of the bids, and the estimates for in-
surance and shipping were erroneous, Alsc, a $12 per ton

m—nw—v-.—-——-:—.....m -
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bid for preparing the scrap was used in evaluating the bids.
However, before awarding the contract, ARR decided to prepare
the scrap itself at an estimated cost of S17 per ton.

Shipping costs

ARR's Chief Counsel said the estimated saipping cost
of $14.29 per metric ton was based on an ARR shipment of
scrap to Taiwan in November 1972 and on estimates from ship
brokers that a ship could be obtained to move 14,000 metrie
tons of scrap from Alaska to Taiwan for about $150,000 to
$200,00¢. The Chief Counsel could neither remember the
ship brokers that had provided the estimates nor provide
any documentation to gupport the estimates.

The ARR 1972 ghipment of scrap to Taiwan was made at
a cost of $515.53 per metric ton. Between January and
August 1973, shipping costs for scrap from the continental
United States increased almost 100 percent, and ship brokers
predicted further increases. We were unable to identify
any actual screp shipments from Alaska to Asia during the
period in which the bids were analyzed (July through Septem-
ber 20, 1973). Ship charters for scrap shipments from the
continental United States to Asia, however, were ranging
from $28 to $32 per metric tcen. The fact that shipping costs
had risen and were continuing to rise was common knowledge
in the shipping industry, and this information was readily
available to agencies such as ARR and GSA.

There were no established shipping rates from Alaska
to Asia for the period July through September 1973. How-
ever, two major ship brokers advised us that shipping
costs would have been higher from Alaska than from the
continental United States because Alaska is not on the
rormal shipping routes and is outside the standard insur=-
ance warrantee limits. They also indicated that betwecn
August and September 1973 a shipment of 13,000 to 14,000
metric tons would have ranged from $45 to $50 per metric
ton had the scrap metal been stowed at 55 cubic feet per
metric ton on the vessel,

Normally, in the shipment of 14,000 metric tons
of scrap, a whole ship would be chartered at a fixed
cost and the cost per ton would depend on how many cubic
feet of space were required for each ton of scrap. Fox
example, if a vessel with a capacity of 630,000 cubic
feet was chartered for $600,000 and 14,000 metric tons
were loaded, the stowage factor would be 45 cubic feet
per metric ton at a cost of $43 per metric ton. However,
if only 10,000 metric tons could be loaded on board, the
stowage factor would increase to 63 cubic feet per metric

=&, g



ton with a corresponding increase in the per-metric-ton
shipping cost to $60 because fewer xetric tons would be
on the vessel,

The ARR Chief Counsel indicated that, at the time of
bid evaluation, he expected the scrap to be stowed at 50
to 60 cubic feet per metric ton. Several scrap metal firms
told us that 50 to 55 cubic feet per metric ton would be a
good stow for uncompressed scrap metal,

Preparation costs

According to ARR's Chief Counsel, the $12 per-metric-
ton preparation cost was based on an unsolicited bid re-
ceived from a firm interested in this work but not in por-~
chasing the scrap metal. The Chief Counsel also stated
that a comparison of the bids on alternatives 1 and 2
showed that the two bidders who submitted bids on both
alternatives allowed $2 and $13 for preparation.

However, although the bids had been evaluated on -the
basis of contracting out the preparation, ARR decided to
preparce the scrap itself. The Chief Counsel stateo that
at the time he made the bid evaluation he believed that
the preparation would be done by an outside firm,

ARR officials said they did not know 1if aay cost
analysis had been made to determine if the preparaticn
could be done for less than $12 per metric ton by ARF
personnel, nor could they remember when the decision was
made to prepare the gcrap in-house or who made it.

The decision to prepare the scrap in-house was
apparently made before the award of the contract on Sep-
tember 20, 1973. On September 10, ARR established a
separate cost account for charging expenses of ARR em-
ployees already engaged in handling, cutting, sorting,
and loading scrap material being sold in this sale.

The first salary charges to this account were made oh
September 17.

Also, in March 1973 ARR'3 mechanical branch pre-
pared and sent to the Chief Counsel the estimated labor
and material costs to burn out the wood ené insulation
in'the railroad cars, cut up the cars into scrap, and load
the scrap into gondola cars. These cost estimates were by
type of car and had not been projected to the total number
of cars to be offered for sale. Our projections of these
estimates to the total nunber of cars offered for sale
showed that it would cost about $22.49 per metric ton for

10
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ARR to burn the wood or insulation out of or to steen
clean the cars, cut the cars into scrap, and load *he
scrap in gondola carg for movement to Seward. Of this
total, the estimated cost of burning out or steam cleaning
the cars and labor involved in cutting them up totaled
§17.09., The remainder of $5.40 represented the estimated
cost of oxygen and acetylene reguited in the preparation
and the labor involved in loading the .crap into the
gondola cars,

The IFB stated that if the purchaser was to prepare
the scrap, ARR would bear the expenses of acetylene and
oxygen used and the cost of loading the scrap and trans-
porting it to the port. Consequently, the $5.40 per
metric ton.cost of providing these materials and services
would be incurred by ARR whether it or the purchaser pre-
pared the scrap. Therefore, the $17.09 portion of the
total estimated preparation cost would be incurred only
if ARR prepared the scrap.

Insuragce costs

The ARR Chief Counsel said ne based the $l-per-metric-~
ton estimate for cargo insurance on an .nsurance cost of
$2.50 per metric ton for a scrap shipmert in 1972, which
he then reduced because he thought that figure was too high,
He believed that ARR had been overcharged on the earlier
shipment.

The insurance agent who actually obtained the insurance
for the ARR 1974 shipment disclosed that in July or August

-1973 insurance on a 14,000 metric ton shipment of scrap from

Seward to Taiwan would cost between 12.8 and 17.5 cents per
metric ton, depending on whether it was shipped in summer
or winter.

Stevedoring

According to ARR's Chief Counsel, the estimated
stevednring cost of $15 per metric ton was obtained orally
from the Seward dock agent and the Nerthern Stevedoring &
Handling Corporation in Seward.

The vice president of Northern Stevedoring & Handling
told us his firm had loaded another scrap shipment for ARR
at $14.85 per metric ton in 1973 and that an estimate of
$15 per metric ton for a shipment in the fall of 1973 was
valid.

11
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ARR BID EVALUATION ESTIMATES
SHOULD HAVE BEEN VERIFIED

The ARR bid evaluation was referred to GSA region 10
for review. A 6GSA region 10 official served as contracting
officer on the scrap sale and made the contract award: how-
ever, he relied on ARR to analyze and evaluate the bids
and did not verify the cost estimates used. The contracting
officer did not guestion the validity of the $14.2%-per-matric-
ton shipping cost used by ARR even though he had reviewed
GSA transportation specialist’'s informal analysis of .the bids
which showed that shipping from Seward to Taiwan would cost
$39.46 per metric ton, including stevedoring. GSA's cost,
when reduced by $15 to allow for stevedoring, exceeded ARR's
estimcted cost by about 310.

According to GSA regional officials, ARR's bid evalua-
tion was not formally verified because {1} ARR was in a
better position to determine the costs it would incur in
selling the scrap and (2) GSA normally relied on the holding
agency t¢ evaluate the bids. GSA cfficials also stated that,
when the GZA transportation cost estimate did not agree with
the ARR ecstimate, they assumed that ARR had better informa-
tion.

GSA headquarters officials also said that it is not
unusual for the regional offices to rely con the holding
agency to evalvate the bids when they have the expertise
but that most evaluations are made by GSA.

OUR_EVALUATION OFf BIDS REZEI'ED

Although we were unable to determine the precise cost
estimates that should have been used in ARR's August 1973
bid evaluation, we believe the following cost estimates
vould have been available in 1973 and would have provided
4 more realistic basis for evaluating the hads.

Cost per
metric ton Source of estimate

Preparation $17.00 ARR March 1973 estimate
Stevedoring 15.00 Cost usad by ARR
Insurance 175 Insurance broker
Shipping 45.00 Ship brcker's estimate

based on 5% cubic

feet per ton stowage

12



BEST DOCUMENT AVAILABLE

The following analysis of the bids based on these
estimates shows that the high bidder would have been Alaska
Orient Trading Company.

_Alternatives

i 2 3 4 5
F.0.B. F.0.B.
Seward, Seward, ¢.I.F., C.I.F.,
purchaser ARR ARR purchaser

prepate  prepare As is prepare prepare

High bid:
Alaska Orient
Trading Co. $27.77
Joseph Simon
& Sons, Inc. $36.28
United Steel &
Metals Corp. $3.79
Nan Kwang Steel
& Iron Co.,
Ltd. $93.30
No high bid on
alternative 5 (2)

Less costs to be
paid by ARR:

Shipping - - - 45.00 -
Preparation (b} b/ 17.00 - b/ 17.00 -
Stevedoring - - - 15.00 -
Insurance T - - .175 -

Total - 17.00 - 77.175 -

Bids on com-
parable basis $27.17

e

$19.28 $3.79 $16.125 _ -

a/No high bidder is shown for alternative 5 because no
bidders on this alternative furnished a destination.

b/Excludes costs of about $5.40 that would be. incurred by
ARR whether the purchaser or ARR prepared the scrap. (See
p. 11.)

CONCLUSIONS

The IFB was defective because it did not expressly
require submission of destination points under two alterna-
tives even though they were essential to properly evaluate
all bids. Moreover, using unsupported and unrealistic cost
estimates in evaluating the bids appears to have resulted
in the award being made to other than the high bidder.
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We believe GSA should have

--corrected the IFB prior to its issuance to specifically
require bidders under alternatives 4 and 5 to designate
destination points,

--not requested bidders to submit essential bid informa-
tion after bid opening, and

--required submission of documentary support for and
verified the cost estimates used in the ARR bid evalua-
tion,

The manner in whi.. this sale was handied shows that

individuals involved exercised less than prudent judgment and
inapproriately relied on assertions of other parties,

AGENCY COMMEMNTS AND UUR EVALUATION

In a draft of this report whicl. was provided to G3A and
the Department of Transpertation for comment, we proposed that
the Administrator of Generul Services, when handling sales of
surplus preperty for ather agencies:

--Stress the need for a thorough review for legal
completeness of IFBs prepared by other agencies before
issuing them.

~-Require firm written estimates for any cost factors
used in bid evaluations made by other agencies.

~--Require G5A regional offices to independently verify
the accuracy of any bid evaluation prepared by another
agency when there is reason to believe that inaccurate
cost estimates were used in the evaluation.

Comments received frorm GSA and the Department, and our
evaluation thereof, are discussed below.

General Services Administration

By letter dated May 7, 197.) (s=e app. V), the Deputy
Administrator provided GSA's comments on our draft report.
GSA said it agreed with our proposals and had already
taken action to make them part of its operating procefures,

Although agreeing that the IFB was deficient in failing
to require submission of destinations under C.I.F. bi# atter-~
natives, GSA contended that the deficiency was so obvious
that it was unreasonable for knowledgeable bidders to fail
to furnish destinations when the bids were gubmitted. GSa

14 BEST DOCUMENT il AVAILABLE
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and the Department admitted that consulting other hidders

who had not furn.shed destinations could have been prejudi-
cial to Nan Kwang. However, they claimed that since destina-
tions submitted by other bidders after the bid opening did
not dislodge Wan Kwang from its positi n as the high bidder,
no prejudice actually resulted,

If the IFB had been corrected befure 1ts issuance, GSA
would not have felt the need to reguest essential bid infor-
mation after the bid opening from some bidders, thereby :zisk-
ing prejucice. Also, GSA should not have made the request
under any vircumstances. We recognize that evaluation of
those bids which had not originally indicated destinations
dil not cause GS\ to change Nan Kvang's position as the high
Lidder and, therefore, its proceeding with the award is
understandable under the circumstances. However, as we have
pointed out, G3A‘'s belief that Nan Kwang was the high bidder,
which we do not endorse, resulted from its reliance on a
defective bid analysis made by ARR.

Similar errors should not occur in tne future since
GSA has reviced its procedures to provide for a thorough
review of IFBs prepared by other agencies for legal complete-
ness.

GSA said its reliance on AKR's cost estimates was not
unreasonable. GSA stated that it was not familiar with this
type of sale, the sale involved considerations not normally
encountered, ARR was the only Federal ayency that had pre-
pared such a large volume of scrap, and ARR would have had
a vital interest in furnishing accurate cost estimates be-
cause it was to receive the proceeds of the csale.

GSA stated theli it attempted to verify ARR's estimated
shipping rate in evalvating the bids and obtained a rate
of $39.46 per ton, which included a stevedoring cost of
$15. GSA stated that the $10 difference between this rate
and ARR's raue was considerable, but the use of eitiLher
rate left Nan Kwang as high bicdder, GSA questioned
whether the estimated shipping cost that we cited was
available at the time the bids were evaluated.

GSA was ultimately responsible fcr the bid evalua-
tion. Because of its unfamiliarity with this type of
sale and the large amount of material and abnormal con-
siderations involved, GSA should have exerclsed special
care to insure that the bids were properly evaluated,
instead of relying on ARR. This should have included re-
guiring documentary support for ARR's cost estimates and
independent verification of those estimates. When it
noted what was admittedly a considerable difference in the
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shipping cost estimates, GSA should have investigated further.
Had this been done, we believe GSA would have discovered that
ARR's shipping rate was inaccurate. We particularly reject
GSA's contention that the transportation rate of $45 to $50
that we cited was not available at the time the bids were
evaluated. As stated previously, the large increase in
chipping costs since the 1972 shipment was common knowledge.
Two major ship brokers told us that Iaformation available
during August and September 1973 showed that a reasonable
estimate of the cost of shipping scrap iron from Seward to
Taiwan would have been $45 to $50 per ton. One broker said
the $14.29 cost used by ARR was "* * * a ridiculous and
absurd figure.”

Despite its belief that it acted reasonably in this
instance, GSA acknowledged that it should have independsntly
verified ARR's cost estimates. GSA also assured us that on
future sales it will verify cost estimates whenever possible,

Department of Transportation

The Department was givan an opportunity to review and
comment on a draft of this report. By letter dated April 7,
1975, (see app. IV), the Assistant Secretary for Administra-
tion provided the Department's comments.

The Department agreed that specification of destinations
on C.I.F. bid alternatives was escential for proper evalua-
tion of the bids and that failure to require destinations
was an undesirable practice which may have confused some
bidders. 1In connection with future scrap sales by ARR, the
Department said it would assure that destinations were cor-
tect and were specified.

The Department said that during our review we had
more knowledge of shipping costs than ARR had in 1973 when it
evaluated the bids. It stated that ARR's reliance on the
cost of its 1972 scrap shipment, combined with current ad-
vice from ship brokers, was reasonable and produced realis-
tic cost information. However, the Department said that
vritten estimates of shipping costs would be obtained in the
future.

The impression that the Depar%ment's comment gives is
that our criticism of the estimated shipping costs used in
the bid evaluation is based on hindsight. As stated earlier
in conrection with a similar GSA comment, this is not the
case. In any event the Department's intention to obtain
written estimates in the future should assure the use of
more realistic costs,

16
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The Department disagreed with our conclusion that
Nan Kwang was apparently not the high bidder. According
to the Department, ARR incurred costs, not considered in
ARR's 1973 bid evaluation, of $30.02 per metric ton in
collecting the scrap and moving it toc Seward. It con-
tends that had these costs been considered, the bid evalua-
tion would have shown acceptance of Alaska Orient Tvading
Company's $27.77 bid on alternative 1l resulting in a net
loss tc ARR of $2.25 per ton while Nan Kwang's $93.30 bid
on alternative 4 would have produced a profit of $20.99. In
additior, the Department said that a bid evaluation which
considered these costs and preparation, stevedoring, insur-
ance, and shipping cost factors more in line with those
we cited would have shown the price actually paid by Nan
Kwang, $111.30, as producing a profit of $4.11 per ton.
Based on this analysis, the Department believes Han Kwang
was the high bidder.

The Department's implication that these collection and
transportation costs have a bearing on determining the high
bid is misleading. These costs were nct accounted for in
the scrap sales accounts reflected in chapter 4 of this re~
port. We were told by ARR's Chief Counsel and General Man-
ager that collection of scrap and its movement to Seward
are considered part of normal railroad operations and that
the related costs should not be charged against revenues
derived from the sale of the scrap.

In addition, the Department's contention :hat
consideration of these collection and trarspcrtation coste
in its 1973 bid evaluation would have shnwn Nan Kwang's bid
on alternative 4, producing a net profi’ to the Government

"of $20.99, is faulty for another reazo'r. The Department as-

sumes that the preparation, insurance, and shippling cost
factors used in the original evaluation were » G We have

demonstrated that these factors were not val "he Depart-
ment's inclusion of these additional costs . evalua-
tion using higher preparation, insurance, a ©2ing cost
factors to show that Nan Kwang's final $111 - .ce would
nave produced a profit to the Governmert of . ' ner ton

is also misleading because it ignores the fact that at tue
time the bids were evaluated Nan Kwang's offer was $93.30
per ton. At that time there was no reason to believe that
Nan Kwang or any other.bidder might have been willing o
increase its bid at a later date.

In summary, the additional costs of collecting the

scrap and transrorting iL to Seward, which were unknown
at the time of our review but have now been esuvimated at
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$30.02 per ton by the Department, would have been incurred
regardless of whether or not there had been a scrap sale
and consequently should not be a conslderation in evaluating

the bids. Alsn, even {f ther 't8 were a consideration,
they would not have influer "2 relative standing of any
of the b.ddere. Purthe of Nan Kwang's {inal price
of $3111.30 ta inappropriate » it was unavailable at

the time of the bhid award. Tw. 2fore, the Department has
not presenced an acceptable argument to charge our conclu-
aion that Nan Kwang was appare “ly not the high bidder.

18
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CHAPTER 3

THE APPLICATION FOR AN EXPORT LICENSE

The Qffice of Export Administration granted ARR a
hardehip oxport license because ARR sald thst {1) the highest
domestic bid would have resulted in a net losa to ARR and (2)
a shipment to Asia would have allowed the scrap to reach the
world steel market in 1973, Neither of these reasons was
valid, and ARR's request for a hardship license to export
the scrap iron was incomplete and misleading.

THE EXPORT LICENSE REQUIREMENT

Execut., < Order Ho. 11533 of June 4, 1970, delegated to
the Secretary of Commerce the power, avthority, and dis-
cretion couferred upon the Pregident by the Export Adminis-
tration Act of 1969 (B3 stat. 841, Putlic Lsw 91-184). This
act authorizes the President to control exports of U.S,
commodities and technical datz to all foreign destinations
for reasens of national security, foreign policy, or condi-
tions of short supply.

On July 2, 1972, the Secretary of Commerce announced
that, to assure that dormestic supplies of ferrous scrap
would be adeguate to meet the needs o0of U.S5. industry, a
license trequirement was being imposced for 4l esports of
ferrous secrap. ‘The Secretary also announced that licenses
for exports against orders for 500 short tons or more would
not be granted for orders accepted after July 1, 1973,

The Office of Export Administration (formecrly the Of-
fice of Export Control) is responsible for implementing ex-
port controls. On July 10, 1973, the QOffice of Export
Control announced an amendment to part 377 of the Export
Control Regulations (15 C.P.R. part 377), which concerns
shart supply controls and coverg the Ferrous Scrap Export
Licensing System for 1973. The amendment, section 377.5,
ptovided that:

*A U.S. exporter who believes the provisiens of
this Part 377 work a unique hardship on his
operations may file a requesu for an exception to
or wvaiver of any of its provisions. * * # The
letter should explain in full the citcumatances
that the exporter believes justify the exception
or waiver,®

The Chairman of the Office of Export Administra-
tion's Hardship Committee said that one of the principal
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considerations in granting an exception is what will happen
to the material. If the material will simply lay on the
ground and not be used unless an excepticn is granted, it 1is
likely that it will be granted. lowever, he said that an
exception would not be granted simply because someone could
make & greater profit by shipping overseas than by selling
domestically.

Between July 2, 1973, and Decenmber 31, 1973, the Qffice
of Export Administration granted hardship exceptions in-
volving 82,307 short tons, The exception granted to ARR
represented nearly 20 percent 0of this total.

THE ARR HARDSHIP REQUEST

On August 7, 1973, the ARR Chief Counvel sent a hardship
request to the OCffice of Expost Administration for aa export
license for iron and steel scrap. The regquest included a
history of the accumulation of the scrap and the low domestic
bids received in previous attempts to sell the scrap and ex-
plained the circumstances justif{ying the hardship reguest,
The reguest stated the following with regard to selling the
scrap at a profit on the domestic market:

"Since the scrap market price hag increased we
have readvertised the equipment to be scrapped,
and now have an apparent high bid which would
make it economically feasible to prepare the
scrap for shipnent and dispose of the same.
However, this is dependent upon sihipment of

the scrap to Taiwan,

"The bids received clearly indicate that it is
still not economically feasible to ship the mate-
rials to the continental United States, and no
bid received indicated othetwise. No bidders
specified in their bids a U.8. port at the tire
of the bid opening, The only ports specified
were in Taiwan and those bids, in our opinion,
which are valid, specified as a condition of the
purchase that it is subject to securing an ex~
port license.”

w 7 L4 & %

"The General Services Administration has not
awarded the contract, and we are not doing so
pending advice that the scr. i can be exported,
since it 15 our analysis that the only bid
prices received which are economically

20



R A T

P L I . ,

BEST DOCUMENT AVAILABLE

feagible are in fact for export to Taiwan. It
ia our opinion that all bids will have to be re=-
jected if the scrap cannot be e ported.”

On August 16, 1973, the Officc of Export Administration
verbalily reguested further information, including a history
of each of the high bidders. In response, the ARR Chief
Counscl furnished the amounts of the high bids received on
cach of the alternatives with the comment that these bids
*have been determined by the Alaska Raillroad to be so un-
econumica. that the Railroad will object to any award of the
bids."

QUESTIONABLE BASIS FOR GRANTING
ARR EXDPORT LICENSE

According to the Chairman of the Hardship Committee, ARR
was granted & license for export of the scrap bhecause ARR
documents ghowed that selling the scrap on the domestic
market wae not economically feasible and ARR had said that
the highent domestic b1d would have resulted in a net loss
of $40 por metric ton, indicating that the scrap was of no
use to the domestic economy. The Chairman also said that
ARR'a statement that exportation of the scrap to Asia would
allow {t to reach the world market in 1973 qreatly influenced
the decision to grart the license.

Hlowever, bids received for this sale suggested that
it may have been economically feasible to sell .11 the
material on the domestic market rather than exporting it
to Taiwan. For example, the ARR bid analysis showed that
the high bids under alternatives 1 and 2, neither of which
required the railroad to export the scrap, would have had
a net return of $27.77 and $24.28 per metric ton, respec-
tively. The high bidder under alternative 1 placed no
restriction on the bid, while its bid under alternative
4 was subjeoct to its securing an export license. The hidder
confirmed to us that its bid under alternative 1 was based
on a U.5, destination.

In addition, several bidders specified in their bids a
U.8. destination at the time of bid opening, and their bids
werce not subject to securing an export license, For example,
one of these bids specvified Ballard, Washington. Of the 23
bids received, only 8 specified or implied that securing an
export license was a condition of purchase,

Furthermore, we could obtain no support for the ARR

claim that the hignest domestic bid would have resulted in
a nct loss of $40 per metric ton.

21
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Regarding ARR's August 1973 statements on beirg able
to deliver the scrap to Asia in 1973, the ARR official in
charge of the scrap preparation said that he and his staff
had estimated that the scrap prenaration would require
6 months. Since the scrop preparation did not begin until
September 1973, the scrap could not have been shipped until
March 1974,

CONCLUSIONS

Tne information submitted by ARR to the Cffice of Export
Administration was incomplete and misleading. Because it
acted on the basis of the misleading information, the Office
was not aware that it was issuing an export license which did
not comply with its licensing criteria. This demonstrates a
need for the Office t¢ verify major statements of fact con-
tained ir regquests for such licenses.

AGENLY COMMENTS AND QUR EVALUATION

In our draft report we proposed that, in cases involving
large gquantities of material, the Secrectary of Commerce re-
guire the Director of the Office of Export Administration to
request documentary support for usnd attempt to verify major
statewments of fact contained in hardship requests fcor export
licenses.

By letter dated April 16, 1975 {see app. I11), the
Assistant Secretary for Domestic end International Business
informed us that the Department of Commerce had nc funda-

- mental disagreement with our conclusions dealing with that
Department. He stated that the Department had made changes
to improve its procedures for considering hardship applica-
tions for export licenses since the summer uvf 1973, According
to the Assistant Secretary, these improvements include (1)
requiring additional documentary evidence in support o« all
hardship applications involving significant guantities of
material, (2} more frequent independent verification of major
statements of fact crucial to establishing an asserted hard-
ship, and {3} promulgotion in September 1974 of regulations
contain.ng specific criteria for hardship licensing and a

naw appeals procedure.,

We believe that the changes made by the Department are
responsive to our proposals and should improve the Depart-
ment's hardship licensing procedures.

The Department of Transportation, in commenting on a
draft of our report, {see app. 1V}, contended that ARR's
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representation to the Office of Export Adminiscration that
the highest domestic bid would have resulted in & net loss
¢ap @ true and correct statement, Apparcntly this con-
tention is based on its claim that the cost ¢f collecting
the cerap and moving it to Seward, estimated at $30.02 per
metric ton, exceeded the Alaska Orient Trading Company's
$27.77 bid under alternative 1. This estimate of $30.02
wvag not available at the time application for the export
license was made. Furthermore, as discussed in chapter 2,
those coste would have been incurred whether or nut the
scrap had been s0l¢ and therefore had no bearing on the
profitabliiity of the sale. Therefore, we do not accept
the Department's contention.

The Department also took the position that ARR's
representation to the Office of Export Administration
that shipment of the scrap to Asia wculd have allowed the
scrap to reach the world steel market in 1973 was ARR's

honest espectation at the time that it was made. The Depart-

ment said that, when the matiter was originally discussed in
mid=gummer 1973, ARR anticipated that the scrap could be
prepared in about 2 months and that the delay of the ship-
ment wag cauced by events beyond ARR's control.

A5 discussed earlier we were told by the official in
charge of the preparation that he hald estimated, at the time
the preparation began, that 6 months would be required.
Therc¢fore, the belief in mid-summer 1373 that the work could
be completed in 2 .sonths appears to have been overly opti-
mistic. While it may have been the honest expectation of
certalin ARR cofficials it was not the most knowledgeable
eastimate,
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CHAPTER 4

Nul RETUKN TO THE ~OVERNMENT

ON SCrAP SALE AS AWARDED

As of August 1, 1974, the ARR expenses on this sale
exceeded its revenue by about $26,000. However, about
$95,000 of the preparation expenses alieady incurred were
attributable to the undelivered scrap metal remaining in
Seward. The following schedule shows the revenue and the
sxpenses at the time of our review.

Expensecs paid:

Preparation $327,330.48
Stevedoring 154,710.45
Insurance 2,154.77
Shipping 613,418.51
Total $1,097,614.21
Revenue 1,078,061.31
Difference S 19,552ng

The above costs do not include the costs of collecting
the scrap and transporting it to Seward because, as dis-
cussed in chapter 2, ARR considers these normal opcrating
costs which would be incurred whether the scrap was sold or
not. However, wg did identify other types of costs that
were involved in the sale which were not zccounted for under
the scrap sale accounts and for which we were unable to
assign a value. These included (1) the costs for the time
that ARR officials spent on the scrap sale, (2) the travel
cost of ARR officials while involved in business connected
with the scrap sale, and (3} costs incurred by GSA in the
scrap sale.

During our discussion of these matters with ARR of-
ficials, the Chief Counsel and the Seward dock agent said
that the scrap preparation costs recorded in ARR cost ac-
counts were overstated because in some cases the ARR scrap
preparation crews charged the scrap accounts while working
on other assignments. The comptroller and chief accountant
of ARR, however, stated that, although the costs in the
scrap preparation accounts may have been affected by human
errors, they believed any such variances to be insignifi-
cant.
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The Chief Counsel also said that additional income will
be realized from a $524,924 claim he has made against the
shipping company involved in the scrap shipment for the ship
master's intecference in the loading and unleoading of the
gcrap. On the other hand, according to shipping company cf-
ficials, they plan to submit claims to ARR for about $132,000
in ship demurrage costs and for $13,000 to $15,000 in damages
to the ship during loading and unloading of the scrap metal.
They algso said that a $10,932.70 claim haa been submitted to
ARR for ship deviation costs.

AGENCY COMMENTS AND OUR EVALUATION

The Department of Transportation did not comment
specifically on our presentation of revenues and related
costs of the sale to Nan Kwang; however, comments of ARR
officials obtained during our review are included above.

In commenting on our draft report, GSA stated a more
proper pregentation of the revenues and expenses would be
a8 follows:

Proceeds to dete from 9,686 metric tons $1,078,061.31
Estimated proceeds on remaining 4,314
metric tons sold at $51.45 per metric

ton on March 12, 1975 221,955.30
Total 1,300,016.61
Less total costs paid on 14,000 metric
tons . 1,097,614.21
Net proceeds 202,402.40
Add claim against carrier for breach
of contract 524,924.00
Total $ 727,326.40

We belleve GSA's presentation may be overly optimistic
because it assumes collection of the claim against the car-
rier for breach of contract and ignores the shipping conmpany's
demurrage, damage, and deviation claims. In addition, GSA's
preceentation includes revenues from the sale of the remain-
ing scrap, which took place after we had completed our review.
We have no* verified these revenues or attenpted to determine
what adéitional expenses might have been incurred by the
Government in connection with this second sale.

© 25
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SCOPE OF REVIEW

We reviewed records concerning the ARR scrap sale and
interviewed officials of ARR; GSA's Anchorage, Alaska, soles
office; GSA region 10, Auburn, Washington; GSA headguarters:
and the Office of Export Administration, Department ot Com=

merce.

We also discussed the necrap sale with officials of the
Federal Railroad Administraetion, Department of Transportation;
the stevedoring firm that loaded the scrap; shipping f{irms
that shippen the scrap; and the complainant, the president of
United Steel & Metals Corporation.

We discussed scrap metal preparation and shipping with
officials of various scrap metal and shipping firms and with
the exccutive director of the Institute of Scrap Iron and

Steel.
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APPENDIX I APPENDIX I
BIDS RECEIVED
Cther
Alternatives bids
1 2 3 4 5
haarican Aslan
Imporen,
Littleton, Colo. $81.28
{dest, San
Francisco,
furnished
after bld
opening)
United Bteel
b Hetals Corp..,
Seattle, Wash. $19.79 §21.7% §$3.79 581.79 $67.79
(dest. {dest.
unknown} for~
eign)
$37.139
(Gest,
domes -
tic)
Dulten Btael,
inc., Beattle, §11.75 $25.¢0 $75.00 55,00
Wash, {dent. {dest.
unknown unknown
Cencrel sietels
Tecoma, HWash. $20.67 $40.67
{F.O.B.
ARR car
Tacoma,
Hashing~
ton)
H. A. Davenny &
ARegoc,,
Anchotage,
hlaska $35.7% §77.50
{dest.
Korea,
furnished
after bid
opening}
Putdy Co. of HWashe
ington, Bellevue,
Hash, $21.5%4
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BIDS RECEIVED

Alternatives
1 23 4 5
Joseph Sincd &
Sons, Tacoma,
Wash. $316.28
Nan Eweng Steegl
p lron, Talwan  $27.11 $93.30
{dest.
Talwan)
Alaska Orient
Trading Co.,
Anchotags,
hlasksa $23.77 §92.56
{desnt.
Taivan)
Stano Stesi &
Hetel Co.
Anchorags,
Alaska §1%.20
28
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Other
bids

$4%1.21
(F.0B.
ARR cat,
Ballard,
Washing~
ton)
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rigf\- %%'ﬁ UBITED BTATES DEPARTMENT OF SR
RGN Vha Assistent Esaretary for Admialatretion
% % Pl Washingion, DC. 20220
<L

hargy o2 #

April 18, 1975

Hr. VYictor L. Lowe

Director

General Government Division
U.S. General Accounting Office
Hashington, D. C. 20548

Dear Mr. Lowe:

This is in reply to your ietter of February 21,
1975, requesting comments on the draft report
entitled "Improprieties in the Sale of Alaska
Railroad Surplus Scrap Hetal."

He have reviewed the attached comments of the
Assistant Secretary for Domestic and Inter-
national Business and believe they are responsive
to the matters discussed in the report.

Sincerely yours,

Guy M= Chamberlin, Jr. /
Feting Assistant Secretaery -
for Administration

Attachment
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URTED BTATES DEPAETHSITY OF COBIRSERER
Tho Aoslotant Beorsdery for Bomsetle

eed interastisnsd Rusiness

Visaheagion, QC. 20232

RPR 16 1975

Mr., Victor L. Lowe

U.S. General Accounting Office
GA"Y Bldg. ~ Room 36866

451 "G" st. N.W.

Wishington, D.C, 20548

Dear HMr. Lowe:

We appreciate the opportunity i{o comment on the draft report
entitled "Improprieties 1n the Sale of Alaska Railroad Surplus
Scrap Hetal"”. Insofar as the report deals with matters con-
cerning this Department, we have no fundamental disagreement
with i1ts conclusions. We will defer to theg Alaska Railroad
and the General Services Administration, however, on those
aspects of the draft report that relate to their actions.

The Hardship License to export 15,400 short tons of ferrous
scrap granted to the Alaska Railroad on August 27, 1973, was
issued on the basis of written representations of the ap-
plicant that there was no use for the scrap in the State of
Alaska and it was not economically feasible to ship it to the
continental United States, and on the understanding that, if
an export license were forthcoming, the scrap could be pre-
pared and shipped pursuant to one of the bids under the GSA
tender prior to the end of Octcber 1973. It was also this
Department's understanding that, given the weather conditions
in Alaska and the time involved in readvertising the sale.
making a new tender and approving new bids thereunder would
assure chat the scrap would not reach any market, dormestic or
foreign, until sometime in 1974, at which time there might no
longer be a general shortage of ferrous scrap.

Before approving the license, the Department determined through
independent inquiries that the sole ecrap consumer in Alaska
was one small foundry with fewer than 10 employees arnd no con-
ceivable need for this quantity of scrap. We further asked for
and obtained from the applicant a copy of the GSA tender, of
the bid relating t> the application for an export licerse, and
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a degcription of the high bid under each of the five alterna-~
tives gpecified in the tender. Examination of all material
sulmitted by the applicant persuaded this Department that the
scrap could not be sconomically disposed of within the United
States, and the requested license was accordingly issued.

Az part of our continuing review of the procedures for con-
sideration of hardship applications submitted with respect

to short supply programs, we have m-de certain adjustments to
improve the hardship licansing systen since the summer of
1973, For example: (1) additional documentary evidence

is now required in support of all hardship applications
involving significant guantities of material: (2) verification
through inrdependent means of 31l major statements of fact
crucial o the establishment of an asserted hardship is now

more frequent; and (3) we promulgated regulitions continuing '®°°¢4°

note 2!

specific criteria for hardship licensing and a new appeals
procedure on September 25, 1974 in Export Administration
Bulletin Ho., 125,

(See GAD note 2.}

Sincerely,

T b i TS

Tilton H. Dobbin
Aggigtant Secretary for
Domestic and Internstional Busginess

GADQ notes: 1 The Department of Commerce informed us that the

word "continuiag" is a typ
iui; ographical error: t
proper word is “containing."” Pthe

2 The deleted comments relate ¢t i
ommen C matters omit.
from or modified in this report, Hered
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OFHICE DF THE SECRETARY OF TRANSPORTAVION
WASHINGTLN, DC 03

A utiant SEEETEDY
£0A KDE RETOATIGH

April 7, 1975

Hr, Henry Eschuege

Director

Resources and Economic Development
sivision

U. §. General Accountina Office

dashington, D C. 20548

fear Hr, Esciwege:

This i3 in response to yolr ietter dated February 21, 1875, requesting
coapents on the General Accounting Office (CGAD) report on 1ts 1ngquiry
into the propriety of the salsz of Alashe Railroad surplus scrap metal.
GAD concluded that the individuals involved in the accoaplishment

of this sale exercised less than prugent Judgment and inappropriately
relieg on asserticss of gther parties,

&s demonstrated ir the enclosed Department of Transportation position
statesmnt, we believe that the Kallrozd personnel had, to the best of
their hnowlecge, teken all due staps to protect the interest of the
Governssnt. That the estimates ultimately may prove wrong, we canaot
deny; however, weé belleve that the Railroad acted in a prudent manncr
on the best information available st the time the bids wére evaluated.
] have erclosed two coples of the Dspartmsni's reply.

Sincerely,

Pt RPN -8 %‘W
william S, Het elfinger

{nclosure
{2 coples)
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DEPARTHEMT OF TRAHSPORTATION REPLY
10
GAD_DRAFT REPORT_OF FEBRUARY 21, 1975
O
IMPROPRIETIES. TN THE SALE OF ALASKA RAILRDAD
SURPLUS SCRAP HETAL

SUMHARY OF GAD FINDIRGS AND RECOMMERDATIOMS

The General Accounting Offtce {GAQ) drafy report examings the sale of
14,000 metric tons of Alaske Railroad (ARR)} surplus screp during 1973,
The findings sddressed to the Department wevre:s

. The invitation for bids did not reguire the bidders under
two of the alternatives to specify the destination to which
the ARR was required 1o ship the scrap me&;i.

. The shipning cost estimates used in evalusting the bids
under the different al{ernatives were not realistic,

. Tea-initial request of AER for a license 10 expyri ire
and steel scrap on & hardship besis was incompisie érd
misteading,

. The high bidder did not receive the award.

POSITION DEPARTHENT OF TRAKSPORTATICH

t9. H}

1. Destinstion Points, Paae 2, et, al. The report concludes that the
Tnvitation vor Bid Tecked a requiroment for specisying a destination
point for the scrap and that this caused the bidders difficulty.
¥hile such an action s undoubltedly an undesirable practice ang sump
bidders may have been confused by 1%, we see 0o reason io helieve
that 1t caused any prejutiice to the bid action. 1t s true that
the dostination was essentis} for & proper evaluation of bids, but
in this instance there was no prejudice to any firm, Had & fiem
which had bid a lower per ton.price come in after bid opening and
furnished a destination closer to Anchorage, and thus cade that firs hid
high, we would agres thst this would have resulted in gossible
prejudice, Had a firm which had bid a higner per ton price come in
after bid opening and furaished a destination further from Anchosrass &nd
thus made the firm not hich, we would again agree that there was ¢
possibility of prejudice. hettbnr case occurrad here, The sppareat
relative standing of the bidders was not upse! by the destinationg
furnished, whether befors or after the submission of bids amd the
report does not allege that any such prejudice occurred, In futuve
scrap sales by AR, we will take care to assure that the destinaztion
points are correct ang are specified.
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{po u, 31

2. Shipping Costs, et. al., Page 2, 9, The report concludes that the
shipping, preparetion and ?nsawancc costs used in evaluation of the
bids wers unrealistic. Ia parficuisr 1t speaks to Alternative € and
the cost of shipping te Asia, which cost was highep than estimated.
The estimates for the cost ¢f shipping were based in large part

on a shipment of scrap by the Ratlrcad to Tatwan in 1972 &t & cost

of £14.53 per motric toa. Ihe report states that GAD was unable to
fdentify any similar shipments during the period of July - Seprember
1973, and that there are nio established shipping rates from Alssks to
Astz, Homever, when the study was undertaken by GAD in 1974, both GAG
and thz Railroad had greater knowledge of the cost of shipping; however,
in mid-1973 whea the bids were evaluated, reliance by the Railroad

of the cost of 1972 scrap shipping costs, combined with recent advice
of ship brakers, sesms to haoe been reascnadble and as realistic cost
information as could have been obtained. Khile we disagree with the
report's conclusion, we agein will take steps to avoid & repetition uf
such events by ehtaining written estimates of shipping costs.

16p v,
12,13
3. Hich?r Bidder Hot (husen, Pace 7, 18, 19, The report states that the

award o han Rueng Sicel and fPﬂn Comiany, tid., was improper in that
they wore ci the highest Drader ot $33.30 per metric ton, and 3llegos
that the Aleska Orient Tradirg uo~m@ng w%es in fact the trus nigh higder
at $27.77 peor amtric ton, the difference ccrurring in the miscaleulated
shipping costs., Whan 3 epeasonable cost of $302.02 per metrig ton to the
Rajliroad for asserbling the scrap for sale and moving 1% o Seward are
sdded as shown belos, the $27.7F per meteic ton fiqure would have
resutvad in & net 1oss te the ARA 1f the Alaska Orient bid had been
accepted.

ARR Costs of Scrap Sales

Metric Ton

-« Rempving eauipsent from rail $2.20
-« Laricading 14,08
-~ Transportation from Matanuske to Seward 12.13
~= Saitching IR

TOTAL £30.02

The reporl does not assign any of these costs in any of {is alternatives,
{See GAD note 2.1 if

the original costs for shipping nad heig up, this would have esant a

nel profit to AHR of $20.99 per ton as shown in Attachment ). This

#as the judgewant made by AR at the time, hased cn the rost reasonsghls

estirates avafleple, In fact, the béd was raised by negotiation to the

ultimate sale price of $113.30 per ton., Even using the GAQ costs of

$45.00 3 ton for shipping, the balance is in favor of the govermment by

$6.11 per toa. Therefore, we believe that the proper high bidder was

chasen,
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fop. i,
29, 211 ) .
&, Representations of the ARR to the Export Administration in Support

of Request for bxport License, Page 3, 30, 31. 1he draft report
States LhAt tne vicense was granted on the Lasis of statements by
‘the ARR that (1) the hignest domestic bid would have resutted in a
net 193% to the ARR; and {2} a shipment to Asia would have aliow
the scrap to reach the world steel market in 1973, The report

suggests that these representations were incomplete and mislteading,

He have demonstrated that an award to Aleska Orient would have

resulted in a nel loss to the ARR., Qur position 15 thet the first
reprasentation referred to above is a true and correct statement in

all respects., Further, the bids of Joseph Simon & Sons, and General
Metals wore uynresponsive to the invitation and were not considered,
KWith respect to the timing Of the shipment, when the matler was
originally discussed in mid-surmer 1973, ARR anticipated that the

scrap could have been prepared in about twd months, and the material
tcaded and shipped late in 1973. However, becauss of delays in granting
the license, envirpmmental considerations {n burring out wood and other
materizls frow the scrap retal,difficulties with the ship charter,
pregaration of the screp did nut comence when expected, The onsetting
climatic conditions late in the year resulited in the preparation
process taking longer thar originally anticipated. The ship charter
difficuities resulted in a delay in Yoading the scrap snd the ultimate
departure. The point s, that when the representaticns as to the
timing of the sale were made, these were the honest expectations of

the ARR, Subsequent events, beyond the control of the ARR resyited in
the deiay of the shipment,

In conclusion, we think that our comments have demonstrated that

ARR, up to the awarding of the bid, had to the best of their knowledge,
taken 211 due steps to protect the interest of the government. That
the estimates ultimately mey prove wrong we cannot deny; however, we
believe that ARR acted in a prudent manner on the best informztion
availahle at the timg the bids were evaluated.

35

BEST DOCUMENT AVAILABLE

“ kRN



BEST DOCULIENT AVAILABLE

APPENDIX 1V APPUNDIX IV

Immediate ateps will be taken to vevise our procedures to avoild errors
as discussed above.

Sincerely,
.. /u‘_@/%«f
ASAP} . HALL
Attachmants
36
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Cost per Metric Ton

1. Shipping

2. Preparation

3. Stevedoring

4. Insurance

TOTAL COSTS

ARR Transportation Costs
TOTAL CASTS

Actual Bid Price
Projected Profit

BEST DOCURENT AVAILABLE

ALTERNATE BID PRICES
ARR SALE OF SCRAP
Alaska
Orient
Alt.
-0 -
- Q -
- Q-
-0 -

-0 -

1/ Based on 1972 shipping costs

[». 9]

2/ Based on GAD shipping costs, Page 15

APPENDIN IV

Han Kwang Han Hwang
ARR 1972 Adjusted
Costs Alt. 4 Costs Alt. &
$14,29 1/ $45.00 2/
12.00 17.00
15.00 15.00
ALY 175
§2.29 77.175
30.02 30.02
2.0 107.185
93.30 111.30
+20.99 - + 4,105

GAO notes: 1 Humbers in brackets are page numbers in this
: final repgrt.

Z The deleted comments relate to matters omitied
from or modified in this report.
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APPENDIX V URITED STATES OF AMERICA

GENERAL SERVICES ADMIMISTRATION
WAGHINGTON, DC 2088

MAY 7 1975
Honorable Elmer B. Staats
Comptroller Ganeral of the United States
General Accounting Offica
Washington, D. C, 20548
Dear Mr. Staats:
This is in reply to vour letter of February 21, 1975, enclosing

copies of your draft report on the sale of Alzska Railroad scrap

metal,

We have carefully reviewed this report and our comments are
enclosed,

Sincerely,

TR
é@ﬁﬁ;égi%%,%i

neignt £.3lox
Depuly tnigtrater

Enclogure

Kecp Freedom in Your Future With U.S. Savings Bonds

38
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GSA Camments on CAQ Report on Sale of Alagka Rallroad Scrap Metsl

fpp. 1, 14}
We are in agresmaent with your recommendaticns which appear on
pages 4 and 36 of the GAO draft report, We have already taken
action to insure these are made part of our operating procedures,
as these relate to our sales of surplus personal property.

We agree that the invitation for bids was deficient, since the IFB
failed to specify that destination be identified in some instances,
Yet, Nan Kwang Steel & Iron Company did note it, and did provide
destination information, This deficiency was so obvioue that it was
unreasonable for knowledgeable biddera to fail to note the deficiency
znd to cure such deficiency by furnishing a destination when bide
were submitted,

The posaibility existed that 2 bidder could control his relative standing
by furnishing a degtination that would have resulted in displacing

MNan Kwang, However, we pubmit that the contracting officer's action
was of a harmiless nature, The high bidder under Alternative 4

was Nan Kwang with a bid of 393, 30, The second high bidder was
Alagka Orient Trading Company with a bid of $§32.50. Both Nan
Kwang and Alaska Orient Trading Company indicated that their
destination wag Talwan,

Consulting other bidders who had not furnished destinations, could
have brought possible prejudice to Nan Kwang., However, the
retrospective results shows that Nan Kwang was the high bidder under
Alternative 4 (considering the “estinations furnished by the other
bidders).

Your report indicates that United Steel and Metals Corporation {United)
submitted a bid of $81, 79 with a "destination unknown' under Alternative
4, it is important to note, that United, in a telephone conversation

on July 25, 1973, with the contracting officer, indicated that the
destination would be "Talwan, Japan, or Australia," and eince

United could not be sure of which aestination, it would check and

call back, United, subsequent to this conversation, refused to

furnish a destination, We apesculate that such refusal ocecurred

becauss United sounchow sensed it waa neither the high bidder nor

would it be,
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Whether United intended to ship to the continental United States, or
to a foreign port, its bid on Alternative 4 could be only higher than
Nan Kwang's (net return to the United States), if transportation costs
to & destination it might have designated would be substantially less
than the transportation costs to Taiwan. United bid on each of the
five alternatives, and there is no doubt that its bid on Alternative 4
was for shipment to a destination outside of Alaska,

GsA, Office of Transportation in Auburn, indicated a freight and
stevedoring rate of $39 46 to Formosa and freight and stevedoring of
$37.70 to Secattle., Both costs included stevedoring., Our conclusion
is that regardiess whether United was shipping to the United States
or to a foreign port, the relative difference would have been small
and that certainly the immediate $11, 50 diffcrence between Nan
Kwang's bid and United's bid would unalter Nam Kwang's position

as the high bidder,

While we fully recognize that the integrity of the bidding system muat

be maintained s0 that the bidder will expect to be treated {airly so

thut the United States will receive the benefit of full and free competition,
and while we have taken the action necessary tu preclude the recurrence
of technical deficiencies noted by GAO, we believe that the CAQ

report should reflect that in this case there was no prejudice tu either
the United States, other unsuccessful bidders, and Nan Kwang.

With respect to the question of independent verification by GSA, we

did atternpt to verify the estimated cost of transportation used in

the evaluation of bids. GSA Transportation Services Division,

Region 10, obtained a freight rate of $39, 46 from American Afail

Line which included stevedoring of $15,.00. The difference of about
$10.00 between the Alaska Railroad rate of $14, 29 and the GSA
eatirnate of $24, <6 is and was signif:cant, but not considered essential
since if you use $14, 29 or $24, 46, Nan Kwang remained the high bidder,

We do not believe it was unreasonable for GSA to rely on the cost
estimates furnished by the Alaska Railroad. It was the only Federal
Agency that had ever prepared such a large volume of scrap. This
type of sale was a first for GSA, It involved considerations not
normally encountered. In addition, Alaska Railrcoad would receive
the proceeds {from sale for their own use. Hence, we believe it was
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logical that the Alaska Railroad would have a vital interest in furnishing
accurate cost estimates when they were to receive the total benefits
from the sale, Yet, we must acknowledge that independsnt verilication
would have been appropriate. On any future sales, based upon this
experience, we will verify estimates of coasts whorever feasible,

{See GAC note 2.}

At the time the bids were being evaluated, i

isee GAO note 2.} the only two fipures available within G3A were
the $14. 29 Alaska Railroad furnished rate and the USA obtzined rate
of $24.46. The GSA rate of $24.45 was obtained by and through the
Transportation Division of Fedoral Supply Service {Region 10} from
Amasrican Mail Lines, The $39, 46 figure in the G54 Regico 10
memorandum included both freight and stevedoring to Formosea,
from which $15,00 must be subtracted for the projected cost of
stevedoring. Tha net figure ia $24, 46,

We recognize that two major ship brokers! furnished to GAO a
transportation rate ranging from $45,00 to $50, 00; yet, your report
indicates that shipments were being made for $28, 00 per metric

ton from the continental United States to Asia, It is our understanding
that a transportation rate, where no pablished tariff rates exi=ss,

is 2 matter of negotiation between tha shipper and the carrier.

CS5A had no reason te doult the Amsrican Mail Line rate of 339, 46,
less stevedoring of §15, 00 ar 324, 46 por metric ton, We have no
dispute that ccean transportation rates roge pignificantly as a result
of t-= energy crieis and that the rates at the time the actual shipment
occurred had risen suhstezmtially, :
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Since our evaluation clearly indicated that Nan Kwang was the high

bidder based upon ths evaluation factors then available, your

suggestion of cancellation would have been detrimental to the hign

bidder, and more importantly, not in the best interest of the United {5ve GAG
States, GSA did nnt at that time have a transpartation rate of $65.00 .y,
(including stevedoring} and its actions ot sorne 10 months ago

should not be judged by introducing inio the svaluation of bids, now,

a cransportation rate, that was then unavailable,

[See GAO note 2.}

[Se2 GAQ note 1}
We question the $65, 00 per metric ton {including stevedoring) figure
obtained by GAQ., Considering the information generated by both
Alaska Railroad and GSA ($29.29 per metric ton and $36, 46 per
metric ton respactively}, we are concerned over the reasonableness
of @ current rate, when compared against rates obtained at the actual
time of tha sale, We believe it significant that the purchaser (Nan
Kwang) increased the price it was willing to pay from $93,30 to
$111.30 at the time of shipment. This we beliave to be a significant
indication that a very substantial and unusual change in ¢ .nsportation
rates occurred during the period between the sale and the actual
shipment of scrap.

The GAO report indicates proceeds of $1,078, 061, 31; costs of
$1,097,614, 21, resulting in & net loss of $19,552,90. We believe
these figures are more pro yrly presented as {ollows:

Proceeds to date from 9,686 metric tons $1,078, 061, 31

Add estimated proceeds on remaining 4,314
metric tons to be sold on an Yas-is~whers-is"
basig at $51,45% per metric ton 221,955, 30

Total $1,300,016, 61
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Less total costs pald on 14,000 moetric tons %1,097.614, 2]
Net proceeds 5 202,402,40

Add claim against carrier for breach of contract § 524, 924,00

Total actual and expected income § 727,326,40
#*Price received at recent sale held March 12, 1975,

It is our opinion that the above data snould be presented in any final
report made by GAQ, L, as Alasgka Railroad expects, the Government
is successful in its claim against the carrier, the total return te the
Government would be $727, 326, 40,

[See GAD note 2.])

In summary, we feel your {indings would neither displace Nan Kwang
as the high bidder nor establish that GSA's actions were not in the
best interests of the U, S, Government, We have, however, taken
steps, as you have recommended, to strengthen our technical and
procedural matters on sales of surplus personal property.

GAO notes: 1 Comprised of $50 shipping cost and $15
stevedoring cost, as shown in GAQO draft
report. In this finzl report GAO has used
a more conservative figure of $45 for
shipping,

2 The deleted comments relate to matters
omitted from or modified in this report.
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